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Farm-to-retail  price  spreads  for  meat  and 
other  food  products  have  widened  sharply 
in  recent  times,  particularly  in  1974.   But, 
while  meat  spreads  widened,  some  retailers 
and  meatpackers  say  their  gross  margins  for 
meat  either  shrank  or  didn't  increase  as 
much  as  price  spreads. 

A  contradiction?   Not  necessarily.   Price 
spreads,  gross  margins,  and  net  profit  mar- 
gins measure  different  aspects  and  compo- 
nents of  the  spread  between  what  farmers 
receive  and  consumers  pay.   Though  some 
people  use  these  terms  interchangeably, 
there  are  important  differences  among 
them. 

USDA  estimates  the  farm-retail  price 
spreads  and  related  marketing  costs  for 
foods  originating  on  U.S.  farms.   Price 
spreads  measure  differences  between  price 
levels  at  subsequent  stages  in  the  marketing 
channel.   They  also  give  insight  into  the  dis- 
tribution of  the  food  dollar  and  how  retail 
prices  respond  to  changes  in  farm  prices  and 
consumer  demand. 

Price  spreads  are  normally  greater  than 
gross  margins  for  any  single  marketing 
agency.    Likewise,  gross  margins  are  greater 
than  net  profit  margins.   Using  Choice  beef 
as  an  example: 

The  farm-to-retail  price  spread  for  Choice 
beef  is  the  difference  between  the  weighted 
average  retail  price  per  pound  and  the  farm 
value  of  the  quantity  of  live  animal  pounds 
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equivalent  to  1  pound  of  retail  cuts  less  the 
estimated  value  of  byproducts.  Thus,  it 
normally  includes  all  costs  incurred  as  well 
as  profits  of  the  agencies  involved  in  the 
marketing  of  1  pound  of  Choice  beef 
eventually  sold  at  retail.   These  include 
charges  for  assembling,  processing,  trans- 
porting, cutting,  packaging,  and  distributing 
products  from  farm  gate  to  the  consumer. 
The  farm-retail  price  spread  for  beef  is 
divided  into  two  main  components:    (l)farm 
to  carcass  and  (2)  carcass  to  retail. 

The  farm-carcass  spread  includes  approxi- 
mate charges  for  marketing  cattle,  slaughter- 
^      ing,  and  transporting  the  dressed  beef 
' ""   carcasses  to  the  cities  where  consumed. 
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The  carcass-retail  spread  includes  not  only 
the  gross  margin  for  retailing  but  also  the 
charges  for  other  intermediate  marketing 
services,  such  as  cutting  carcasses  into  small- 
er portions,  wholesaling,  and  local  delivery 
to  retail  stores. 

Gross  margins  (the  difference  between 
dollars  paid  and  dollars  received)  of  packers 
and  retailers,  on  the  other  hand,  don't  take 
into  account  all  marketing  functions.  Rather, 
they  represent  the  tab  for  a  packer's  or  re- 
tailer's labor  cost,  packaging,  overhead,  other 
costs  and  any  net  profit.  They  exclude 
some  costs  included  in  the  spread,  like 
charges  for  transportation  and  services  per- 
formed by  businesses  other  than  meatpack- 


ers  or  retailers.   Because  such  costs  are  in- 
cluded in  what  they  pay  for  beef,  gross 
margins  of  these  firms  are  smaller  than  the 
overall  USDA  spreads. 

Profit  margins,  before  and  after  taxes,  are 
a  relatively  small  component  of  the  gross 
margin  and  total  operating  cost  for  a  firm. 
They  are  usually  expressed  as  a  percent  of 
total  sales  or  of  stockholders'  equity  for  a 
firm  or  group  of  firms,  rather  than  for  an 
individual  product  or  group  of  products. 

Price  spreads  for  beef  differ  from  specific 
industry  operating  gross  margins  in  other 
ways. 

For  instance:    (1 )  price  spreads  reported 
by  USDA  are  estimated  U.S.  averages  for 
Choice  carcass  beef,  whereas  gross  margins 
cited  by  industry  usually  apply  to  the  opera- 
tions of  single  firms  or  a  specialized  group 
of  firms  ...  (2)  price  spreads  are  differences 
between  prices  at  different  marketing  levels, 
whereas  gross  margins  are  for  specific  activi- 
ties of  a  firm  at  a  particular  level  and  include 
only  differences  between  dollars  paid  and 
received  for  beef  ...  (3)  spread  estimates 
assume  Choice  beef  sold  in  carcass  propor- 
tion while  margins  represent  all  beef  han- 
dled by  a  firm,  regardless  of  grade  and  form 
in  which  purchased  or  sold— carcass,  primal, 
subprimal,  or  cut  .  .  .  and  (4)  spreads  are 
based  on  "standard  yields"  for  Choice  beef, 
while  margins  may  represent  cutting  yields 
for  a  mix  of  other  grades  as  well  as  Choice. 

An  article  by  USDA's  Economic  Research 
Service,  entitled  "Facts  on  Farm-Retail  Price 
Spreads  for  Beef  and  Pork,"  gives  more  de- 
tails.   It  appears  in  ERS-597.   For  a  free  copy, 
write  the  ERS  Publications  Unit,  Room  0054, 
U.S.  Department  of  Agriculture,  Washington, 
D.C.  20250. 
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